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Preface 


Almost everyone has heard of people who 
have been shocked to discover, when they 
retired, that their pension was less than they 
expected. Or that their pension benefits had 
been radically altered after the death of a 
spouse or a change in jobs. Cases such as 
these have rightfully spurred the call for 
pension reform. 


The road to pension reform has been a long 
one. Now, after a decade of discussion, the 
journey is culminating in the government’s 
pension reform proposals, introduced with the 
May 1985 budget. 


The proposals to change the Pension Benefits 
Standards Act are a major milestone in pen- 
sion reform and will significantly improve the 
pension rights of all Canadians. The changes 
are of particular interest to: 


e workers thinking of changing jobs; 

e workers thinking of early retirement; 
e women in the workforce; 

e spouses of pension plan members; and 


e part-time workers. 


The government’s pension proposals have 
benefited from the understanding of the 
retirement income system — its needs and 
problems — that has been offered by the pen- 
sion industry, business, labour, women’s 
groups, provincial governments, the academic 
community and the general public. 


Companion proposals to reform the system of 
limits on tax-assisted saving for retirement 
will encourage and strengthen private pension 
arrangements and give many Canadians a 
fairer and more flexible opportunity to main- 
tain their living standards in retirement. They 
will ensure that self-employed professionals, 
small business owners and persons who don’t 
belong to regular pension plans and employees 
in company-sponsored plans are treated 
equally. At the same time, the proposals are 
consistent with what the nation can realisti- 
cally and responsibly afford. 


Truly national pension reform requires the co- 
operation of the provinces. The government 
has consulted closely with the provinces. I am 
confident that a high degree of uniformity in 
pension standards legislation across the coun- 
try will be achieved. 


The Honourable Michael H. Wilson 
Minister of Finance 


Improved Minimum Standards 
for Pension Plans 


The federal government proposes to amend 
the Pension Benefits Standards Act (PBSA) 
which establishes minimum standards for fed- 
erally-regulated pension plans. The amend- 
ments will take effect on January 1, 1987. 


Vesting and Locking-In 


Under existing standards, an employee’s right 
to pension benefits is acquired — “vested” — 
only after ten years of service or membership 
in a plan and at age 45. 


With the new standards, an employee’s right 
to pension benefits, including any part 
financed by the employer’s contributions, will 
be vested and locked in after two years of par- 
ticipation in a pension plan. This will ensure 
that workers who change jobs will be able to 
save more effectively for retirement. 


Improved Portability 


A major shortcoming of the present pension 
system is that workers who change jobs often 
are prevented from taking their pension enti- 
tlements with them to their new job. This has 
also been a major constraint on employees 
who wish to leave their jobs to start and run 
their own business. 


Locked-In Pension Vehicles 


In future, pension portability will become a 
reality. Workers who change jobs will have a 
number of options. They may leave pension 
entitlements with their former employer. They 
can opt to transfer them to their new 
employer’s pension plan. Or they may transfer 
them to a locked-in registered retirement 
savings plan (RRSP). RRSPs without a 
lock-in provision will, however, continue to 

be available. 


Employer Contributions 


In some pension plans, employers contribute 
little or nothing to workers’ pensions until 
after many years of service. This has meant 
that workers who change jobs can end up pay- 
ing most or all of the cost of their pensions. 


Under the new standards, employers will be 
required to pay at least half the value of a 
pension earned when a worker changes jobs or 
retires. Alternatively, the employer will have 
the option to index a worker’s deferred bene- 
fits. Minimum employer contributions will 
ensure that costs are shared between 
employees and employers and that both short- 
and long-service workers are treated fairly. 


Refunding Provisions 


The present system of standards contains 
no provisions for refunding employee 
contributions. 


The new standards will require pension plans 
to refund employee contributions which are 
not vested when employees leave. Employers 
will also be required to pay interest on 
employee contributions at least equivalent to 
that paid on non-chequing savings accounts. 


Eligibility for Plan Membership 


At present, even where employer-sponsored 
plans are available, restrictions may prevent 
some full-time workers from joining the plan. 
As a general rule, part-time workers are not 
eligible to join. 


In future, pension plans will be open to all 
workers. Full-time workers will be eligible to 
join a pension plan after two years of service 
with their employer. Part-time workers will be 
eligible to join if they earn more than 35 per 
cent of the average industrial wage in each of 
two consecutive years. 


Early Retirement 


Currently, members of a pension plan wishing 
to retire early are only eligible for a pension if 
their plan has an early retirement provision. 


Under the new standards, pension plan mem- 
bers will be able to opt for early retirement 
beginning at age 5S. 


Improving Pensions for Women 


Working women will benefit from the govern- 
ment’s proposals to improve the conditions for 
membership in pension plans. A number of 
other pension reform measures will be of 
particular benefit to women. 


Survivor Benefits 


Few of today’s pension plans provide a pen- 
sion or pension benefits to the spouse of a plan 
member who dies. Where survivor benefits 
are paid these are usually terminated if the 
survivor remarries. 


To provide greater financial security for 
spouses of pension plan members, most of 
whom are women, the new standards will 
require that pension plans: 


e provide benefits to surviving spouses of 
pensioners. The benefit will be no less 
than 60 per cent of the full pension that 
was being paid; 


e transfer the full value of the pension 
earned by a plan member who dies prior 
to retirement to a locked-in RRSP of the 
surviving spouse; and 


e continue to pay survivor benefits if a 
surviving spouse remarries. 


Splitting of Pension Benefits 
on Marriage Breakdown 


Current pension standards do not generally 
require pension credits or pensions already 
being paid to be split upon marriage 
breakdown. 


The new standards will require that the value 
of pension entitlements be split equally on 
marriage breakdown, unless the courts or the 
spouses themselves decide differently. 


Equal Pension Benefits for Women and Men 


At present, some pension plans pay lower 
periodic benefits to women than to men even 
though they have retired under identical 
circumstances. 


Under the new standards, pension plans will 
be required to provide equal pensions to 
women and men retiring under the 

same circumstances. 


Inflation Protection 


The government recognizes the need to main- 
tain the purchasing power of pensions. How- 
ever, a consensus on inflation protection 
standards has not been reached with the 
provinces and the private sector. Therefore, 
the government will encourage pension plans 
to build upon the voluntary approach used by 
a majority of large employers. Accordingly: 


e All pension plans under federal jurisdic- 
tion will be encouraged to provide benefit 
increases to pensioners and workers with 
deferred benefits. 


e These plans will be required to report 
information on voluntary inflation adjust- 
ments and on the source of funds used to 
make these increases. Statistical informa- 
tion will be made public. 


e There will be special emphasis on federal 
Crown corporations. 


e The government will monitor closely the 
response of pension plans to this 
approach and will continue discussions 
with provincial governments and the pri- 
vate sector in the light of these responses. 


Information Disclosure and 
Employee Participation 


Current requirements for pension plans to 
disclose information to plan members are 
minimal. 


With the new standards, pension plans will be 
required to disclose information about earned 
benefits and accumulated contributions to 
plan members and their spouses every year. 
Employees will also have access to informa- 
tion on their plans. This must be made readily 
available to the authorized agent of the plan 
member or spouse. 


Representation by plan members on pension 
management committees will also be required, 
if requested by a majority of members. 


Improved Tax Incentives for 
Retirement Saving 


The improved tax incentives for retirement 
saving proposed by the government will pro- 
vide Canadians with a fairer and more flexible 
system of savings incentives. The proposals 
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will not impose major compliance burdens on 
employers and employees, nor will they add 
excessive revenue costs to the government. 


The overall goal of the proposals is to help 
Canadians, by way of pension contribution 
deductions, to fund pensions sufficient to 
maintain their living standards in retirement. 


Fairer Limits on Tax Deductions 
for Retirement Saving 


Under the present system, individuals have 
widely varying access to tax assistance for 
retirement saving, depending upon their 
employment situations. For example, the max- 
imum tax-assisted pension that can be earned 
in a money purchase plan is less than half that 
which can be provided under a defined benefit 
plan. 


Defined benefit plans guarantee a specified 
level of benefits related to salary and years of 
service. In money purchase plans, pension 
benefits depend on the amount contributed. 


The new system will provide a fairer system of 
tax deductions by introducing comparable 
limits for pension saving in defined benefit 
and money purchase plans. The maximum 
tax-assisted pension under both types of plans 
will be approximately $60,000. 


(a) Money Purchase Plans 


At present, the limit on tax deductible contri- 
butions for employer-sponsored money pur- 
chase plans is $7,000. This includes both the 
employer and employee contributions. For 
those individuals who do not belong to 
employer-sponsored pension plans, the limit 
for RRSPs is $5,500. 


Under the new system, the annual contribu- 
tion limit for people who belong to money pur- 
chase plans only, whether employer-sponsored 
or RRSP, will be 18 per cent of earnings up to 
an eventual maximum of $15,500 in 1990. 
This limit will apply to the total of employer 
and employee contributions to all types of 
money purchase plans, including registered 
pension plans, deferred profit-sharing plans 
(DPSPs) and RRSPs. 


The maximum limits will be phased in over 
the period from 1986 to 1990 at which time 
comparable limits for benefits in money 
purchase and defined benefit plans will be 
achieved. These limits will be indexed to the 
average wage beginning in 1991. 
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Phase-in of Maximum Tax Deductions for 


Pensions 
Year Dollar limits 
1986 $7,500 
1987 $9,500 
1988 $11,500 
1989 $13,500 
1990 $15,500 


(b) Defined Benefit Plans 


While higher deduction limits for money pur- 
chase plans are being phased in, the limit on 
pension benefits for defined benefit plans will 
stay at the current level — 2 per cent of the 
average of the best three years of earnings, to 
a maximum pension of $60,025. To finance 
this pension the maximum contribution of 
15,500 is required. Beginning in 1991, this 
dollar maximum will also be indexed to the 
growth in the average wage. 


Beginning in 1986, both the employer and 
employee contributions under a defined bene- 
fit plan will be deductible up to the maximum 
dollar limit as in the table above. 


In addition to their contributions to a defined 
benefit plan, all members of such plans will 
be permitted to make tax-deductible annual 
RRSP contributions of 18 per cent of earnings 
up to a maximum of $2,000. 


is 


More Flexibility for 
RRSP Contributions 


Because of fluctuating incomes or other finan- 
cial priorities, many workers are unable to 
save for retirement every year. 


The new system will permit people who do not 
fully use their allowed RRSP contribution in a 
year to carry forward the unused contribution 
room for a period of seven years. This will be 
of special benefit to the self-employed. 


Encouraging Profit-Sharing 


To encourage expanded profit-sharing, the 
limit on deductible contributions to DPSPs 
will be increased. The new limit will be 18 per 
cent of earnings up to half the dollar max- 
imum under money purchase limits. By 1990, 
the maximum DPSP contribution will be 
$7,750. The present limit is $3,500. 


Conclusion 


With the aging of the population, Canadians 
have shown an increasing personal concern 
with pension reform. The measures announced 
in the budget to strengthen private pension 
plans and improve tax assistance for retire- 
ment saving provide Canadians with new pen- 
sion opportunities and benefits through a 
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more equitable and flexible pension system. It 
will assist Canadians to save for their pensions 
without having to rely on government for their 
well-being. It will also allow Canadians more 
opportunities and a better chance to save for 
pensions that can maintain their living 
standards in retirement. 
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